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SOVIET GOVERNMENT CORPORATIONS

John N. Hazard*

P

UBLIC ownership of the means of production is a basic principle
of Soviet economy. Private ownership of property is now limited
to ownership of consumer's goods, and private trading is confined to
the narrowest areas and subjected to such rigid control that it has been
reduced to the limitations of street peddling.
With the emphasis on· public ownership, the management, protection and development of property belonging to the state has become
a major activity of the Soviet government. Production, distribution
and consumption of property are aspects of this activity.
Development of a mechanism of management has occupied Soviet
jurists and economists. It will be the purpose of this paper to outline
the major instruments of this mechanism of management and to explain their development. Reference to the manner in which the state
plan for the use of state property is conceived will be only incidental.
State planning .is a problem too large for the purposes of the present
paper.
Historical De'Uelopment
The Soviet government corporation of today is not a creature of
empirical thinking. It lias developed over a period of time and in
accordance with the dictates of experience. When the basic principle
of the revolution, i.e. state ownership of the means of production, was
put into e:ffect through a series of decrees,1 there was no established
plan of management. Private enterprises of major importance passed
first to state ownership, and subsequently enterprises of lesser impor*Chief Liaison Officer, Division for Soviet Supply, Office of Lend-Lease Administration. A.B., Yale; LL.B., Harvard; J.S.D., Chicago; certificate, Moscow Juridical Insittute; member of the New York bar. Author of humero11s articles on Soviet

faw.-Ed.
1 Decree on the nationalization of Land, Oct. 26, 1917 (old style), SoB. UZAK.
1918, No. 1, art. 3; Decree on the Nationalization of the Largest Enterprises, June
28, 1918, SoB. UzAK., 1918, No. 47, art. 559; Decree on the Nationalization of all
Industrial Enterprises having more than five workmen with mechanical tools, or ten
workmen without mechanical tools, Nov. 29, 1920, SoB. Uz~K., 1920, No. 93, art. 512.
The following abbreviations are used herein: Sob. Uzak.--Sobranie Uzakonenii,
R.S.F.S.R.; Sob. Zak.--Sobranie Zakonov, S.S.S.R.; Ved. Verkh. Sov.-Vedomosti
Verkhovnogo Soveta, S.S.S.R.; Sob. Post.--Sobranie Postanovlenii, S.S.S.R.; Shor. Raz.
Verkhsuda--Sbornik Razyasnenii Verkhsuda, S.S.S.R.; Shor. Prikazov VSN Kh.Sbornik Prikazov Vsesoyuznogo Soveta Narodnogo Khozyaistvo.
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tance were nationalized. Government representatives entered the
premises and took control without a lawyer at their side. To avoid
disruption in the production schedule, everything was continued, where
possible, as it had been operated before the revolution. Where former
private owners were thought trustworthy, they continued to advise in
the operation of the business, which bought and sold without giving
thought to the legal forms of operation. Old stationery was used, with
an occasional stamping across the former letterhead to indicate that the
enterprise had become a state enterprise. Funds were delivered to the
state when they were collected, and other funds were obtained from
the state treasury to pay the employees and to buy additional raw
materials to permit continuation of production or trade.
With the introduction of the New Economic Policy in 1922,2 which
represented a concession to private capital in the interest of increased
production and more extensive distribution, the government entered
upon a new era. Legal forms ·which had been considered relatively
unimportant, if not, in some instances, heritages of the capitalist world,
were revived as a means of controlling private enterprise. A Civil
Code was promulgated 8 to define the rights and duties of property
owners, subject always to the overriding control of the state. Numerous small enterprises which had been nationalized were returned
either to their former owners or to other persons who indicated their
desire to operate them for private profit and who were deemed suitable by the local Soviets. The large enterprises remained in the
government's hands and became known as the "socialized sector" of
the national economy.
Legal forms for the enterprises of the "socialized sector" were
described in a decree of April IO, 1923,4 which defined the functions
of the "trust" and the state-owned stock corporation in relationship to
the state treasury, the planning organizations and each other. The
principle was enunciated that the organizations of the "socialized
sector" must compete with the private enterprises reintroduced by the
New Economic Policy and defeat them on their own playing field.
Management of the state-owned system of means of production was
2 The N.E.P. was adopted as a policy in mid-1921 by decree of Aug. 9, 1921,
SoB. UZAK., 1921, No. 59, art. 403, but it was not actually put into effect until early
1922.
8 Decree of Nov. I 1, 1922, SoB. UZAK., 1922, No. 71, art. 904. The Civil Code
is still in force, although subjected to various amendments. A new Civil Code was in
draft form before the outbreak of the present war, but it has not been put into effect.
4 SoB. UzAK., 1923, No. 29, art. 336.
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to be developed in the crucible of intensive competition, subject, however, to the protective hand of the state if aid were needed.
With the decision to liquidate the vestiges of private enterprise in
I 92 7 at the time of the introduction of the First Five Year Plan, a
new basic law on trusts was enacted.5 The new law did not emphasize
the points of similarity between the state enterprises and the private
enterprises, but it spoke of the introduction of a special regime. The
trust was stated to operate not on the basis of making profits, but in
accordance with the planned task set by the government. A law on
state trading enterprises 6 shortly after incorporated the major provisions of the law on trusts. The lessons of competition with private
enterprise had been learned and a new era had dawned. The law of
1927 has remained the basic law controlling the major instrument of
. the mechanism of management of state-owned property.
The U.S.S.R. is a federation of sixteen constituent republics, known
as "Union-Republics." Each republic has its own local governmental
organs, which include commissariats to carry on the industrial activity
designated by the constitution of the U.S.S.R. as falling within the
jurisdiction o.f the republic. The central government likewise organizes commissariats to carry on the industrial activity designated
as falling_ within the jurisdiction of the central government by the
Constitution.
Distribution of administrative functions over state-owned property
between the central and Union-Republic governments is based primarily upon convenience of administration. No historical reasons or
legal theory prevent the transfer of administrative functions from the
central to the Union-Republic government or back again, as efficient
operation may require.
Experience has indicated that certain types of industry can be
administered most efficiently by the republics, and each republic has
a Commissariat of Local Industry. On the other hand, certain types
of industry are believed to be most easily handled by the central government operating without reference to the government of the republics. These industries are controlled by commissariats known as
"All-Union" Commissariats, such as those for the chemical industry and
the aviation industry. For industries having at the same time a national importance and a close relationship to the economy of the republics, the central government has organized commissariats known as
5
6

June 29, 1927, SoB. ZAK., 1927, No. 39, art. 392.
Aug. 17, 1927, SoB. ZAK., 1927, No. 49, art. 502.
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"Union-Republic" Commissariats. Such industries are the fishing and
dairy industries, which are supervised in a general way by a commissariat of the central government, but actually operated by a commissariat of the republic, which is responsible, not only to the republic's
government, but also to the "Union-Republic" Commissariat of the
central government.
For purposes of understanding the structure and operation of the
government corporation, it is not necessary to dwell longer on the
division of functions between the central and republic governments.
The system of administrative control will be explained primarily in
terms of the government corporations which have been created by
the commissariats of the central government.

Administrative Control
The Council of People's Commissars, which is the highest executive and administrative organ of the state, 1 "coordinates and directs the
work of the All-Union and Union-Republic People's Commissariats
of the U.S.S.R. and of other institutions, economic, and cultural, under
its administration. It adopts measures to carry out the national economic plan and the state budget and strengthen the credit and monetary system." 8 To perform its functions, the Council of People's Commissars calls upon the State Planning Commission for the development
of an overall program of action, and upon the commissariats for execution of this program, once it has been approved by the council. The
CHAIN OF ADMINISTRATIVE CONTROL

COUNCIL

OF
PEOPLE'S
COMMISSARS

➔

STATE
PLANNING
COMMISSION
1
8

I
I

COMBU~~AU ➔, TRUST I ➔ GOV'T. CORP.,
MISSAR- ➔ COMMISIAT
SARIAT - - - - ~ GOV'T. CORP.

Constitution of the U.S.S.R., art. 64.
Id., art. 68.
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Chairman of the State Planning Commission and the various People's
Commissars are members of the council.9
The State Planning Commission is not a new organ, having been
created as early as r92r under the Council of Labor and Defense,1°
which was an administrative body of the Central Executive Committee
of the U.S.S.R.11 In 1927 the decisions of the State Planning Commission were made compulsory for all planning organs of the state.12
I.n r93r the commission was placed directly under the Council of
People's Commissars.18 The chairman was made a member of the
council.
The State Pla~ing Commission has within it an organization of
experts, known as the "Central Administration for National Economic
Accounting." 14 This organization determines the form in which records
shall be kept and statistics published by government corporations and
agencies. It also performs an auditing function. Its orders are compulsory for all government corporations and agencies.
Once a national plan of action has been developed by the State
Planning Commission in accordance with the directions of the Council
of People's Commissars, and once this plan has been approved by the
council, it is delivered to the People's Commissariats concerned for
execution.
The People's Commissariats are the agencies of government
charged with control and operation of the corporations which manage .
state-owned property.15 In the earlier years, the number of such commissariats was small. All of heavy industry was under one commis-sariat, while all of light industry was under another. All internal
trade was under one commissariat, while foreign trade was under
another. To departmentalize the work for the sake of efficiency, the
commissariats set up bureaus, known as "Glavs." When a bureau grew
. to such proportions, with the expansion of a type of industry, that
national policy was thought to require a separate commissariat, the
bureau was raised to the status of a commissariat and in turn departmentalized its expanded operations with the creation of other bureaus.
Id., art. 70.
Decree of Feb, 22, 1921, SoB. UZAK., J921, No. 17, art. 106.
11 Prior to the 1936 constitution, which is presently in force, the Central Executive Committee of th~ U.S.S.R. performed the major governmental functions.
12 Decree of June 8, 1927, SoB. ZAK., 1927, No. 33, art. 373:
18 Decree of Feb. 3, 1931, SoB. ZAK., 1931, No. 8, art. 86.
14 Decree of March 10, 1932, Soll'. ZAK., 1932, No. 19, art. 108.
15 Constitution of t~e U.S.S.R., art. 72.
9
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This policy of expanding the number of commissariats gave rise to the
creation of a large number of commissariats shortly prior to the present
war.10
As has been indicated, for local industries commissariats are created within the republics, responsible to the Council of People's
Commissars of the Republic.17 General plans which relate to the entire
country are transmitted to the republics for their guidance. The State
Planning Commission is represented through the Planning Commission
of the republic, whose chairman is a member of the Council of People's
Commissars of the Republic.18
The bureau of the commissariat transmits its instructions to the
basic operating unit, which is in most cases, the "trust." In some instances, in which the industry concerned is of such importance or such
magnitude that it is thought desirable to have it report directly to the
commissariat's bureaus without dealing through the intervening stage
of the "trust," the usual pattern is changed, and the bureau of the
commissariat deals with the industry directly. The difference between
the direct and indirect systems of operation is reflected in the juridical
status of the enterprise concerned.
Creating a Government Corporation

Decisions to create a government corporation are made at the level
primarily interested in the performance of the function at issue.19 If
a commissariat decides that the proper performance of its functions
requires an additional corporation among those already responsible to
the commissariat, it prepares a proposal to this effect. As in all governments, this proposal is usually initiated by the operating people
close to the problem, whether these people be in the "Glav" or in a
trust which is already overburdened and believes that part of its
activity could be advantageously transferred to another agency.
If an entirely new industry is to be developed because of the
decision on the highest levels that it is desirable to commence the
manufacture of, let us say, vitamins, the decision is transmitted to the
16 For a list of the commissariats of Union-Republic importance on the eve of
the war, see amendment to art. 78 of the Constitution of the U.S.S.R., IzvESTIYA,
March I 1, 1941, No. 58 (7434).
17 Constitution of the U.S.S.R., art. 84.
18 Id., art. 83.
19 See I KuRS SovETSKOGo KHozyAJSTVENNOGO PRAVA (pod. red. L. Gintsburga
i E. Pashukanisa) z59 (1935). Though this text book has been withdrawn from
general use in Soviet law schools because of expressions of legal theory which do not
have the support of the government, its factual information has not been questioned.
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Commissariat of the Food Industry with instructions to take steps to
carry it out. This decision will be that of the Council of People's
Commissars, acting upon the suggestion of the State Planning Commission, in consultation with the Commissariat of Health, and the
Commissariat of Defense.
If decisions are made on the level of the commissariat, they may
not be put into e:ffect until approval has been received from the planning body most closely concerned. If the new industry is of all-union
importance, the approval of the competent all-union planning agency
must be obtained. This agency has varied from time to time with the
change in the structure of the government organs. When the Council
of Labor and Defense ( STO) was performing this function in the
middle '3o's, the power of approval rested with it.20 In the late '3o's,
the Economic Council ot the Council of People's Commissars of the
Union held the authority. 21 If the corporation is of republic importance, the decision is made by the Council of People's Commissars of
the Republic. If the corporation is of importance only to the local
community, such as a local brick yard, the decision is made by the local
Executive Committee.22 In some instances the decision is of such magnitude, as in the creation of the Chemical Supply Corporation, 'Soyuzkhimsbyt,' that it is published in the Collection of Laws. 23
Drafting a charter for the corporation which is to be organized is
usually entrusted to the legal department of the commissariat concerned. The basic form to be followed is o\ltlined in the I 92 7 decree
on trusts.24 Commissariats have developed, for the sake of uniformity,
model charters which are adhered to as completely as possible in drafting the charter of a new corporation under the jurisdiction of the commissariat. 25 The extent of the capitalization is determined by the commissariat, but the agreement of the Commissariat of Finance must be
obtained. The nature and source of funds will be discussed below.
Nonprofit associations or corporations are formed under a special
decree in the Russian Socialist Federated 'Soviet Republic, which re20

Id., 260.

see GRAZHDANSKOE PRAVO, Chast I, P· 91 (1938).
Decree of March 27, 1936, SoB. ZAK., 1936, No. 18, art. 151.
23 SoB. ZAK., 1931, No. 72, art. 486.
24 Decree of June 9, 1927, SoB. ZAK., 1927, No. 39, art. 392, par. IO. Similar
provisions apply to state trading corporations. See Decree of Aug. 17, 1927, SoB. ZAK,,
1927, No. 49, art. 502.
25 The model charter is published in I lsTOCHNIKI SovETSKOGO GRAZHDANSKOGO
PRAVA 87 (1938).
2 1.
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quires that a copy of the proposed charter and a statement of the purpose be transmitted to the local Executive Committee or the principal
governing organ of the republic, or the commissariat concerned, depending upon the character of the activities to be anticipated. 26 Within
one month an answer must be given as to whether the association is
found desirable and whether the proposed charter may be approved.
From that moment the association is considered organized. Nonprofit
associations of all-union importance, such as the Union of Red Cross
and Red Crescent Societies are approved by the Council of People's
Commissars of the Union. 21 These associations are primarily groups
of persons interested in the social services, such as care of children in
a neighborhood or recreation for old people. Many of them are interested in the spread of culture, as associations to acquaint the public
with the works of Tolstoy or the music of Tschaikowsky. Some are
clubs of scientists, or artists.
Registration of a charter is the decisive point in the creation of a
corporation, after which it is deemed to be legally constituted and to
have full powers of a juridical person. 28 The organs in which registration occurs are the Commissariat of Finance of the Union, for corporations whose charters were approved by central organs of government,
while the Commissariats of Finance of the Republics are the points
of registration of corporations approved by republic organs of government. Local corporations are registered with the financial departments
of the local Executive Committees. The registration is enforced by
• means of fines.
Publication of the entire charter is not required, although this
occurs in the case of very important government corporations of allunion importance.29
Publication of a notice of registration is, however, required. 80 This
occurs in the paper or journal of the region concerned. For the union
corporations, it occurs in the official publication of the Commissariat
of Finance.
26

Decree of July 10, 1932, SoB. UzAK., 1932, No. 74, art. 331.
Decree of Sept. 12, 1930, SoB. ZAK., 1930, No. 47, art. 495.
28
Decree of Feb. 9, 1931, SoB. ZAK., 1931, No. 8, art. 99.
29
Decree of Feb. IO, 1931, SoB. ZAK., 1931, No. 8, art. 94. The decree provides an exception to the general rule, in that charters of government corporations
engaged in foreign trade must be published by the commissariat concerned. A collection of such charters may be found for the corporations of the Commissariat of
Foreign Trade, entitled SPRAVOCHNAYA KNIGA N.K.V.T. (1936).
80
Decree of Feb. 9, 1931, SoB. ZAK., 1931, No. 8, art. 99, par. 9.
27
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Capitalization

Capital of a corporation is set by the agency creating it, in agreement with the Commissariat of Finance or the financial agency of the
local government concerned. It includes the building, furnishings,
equipment, supplies of fuel, raw materials, finished and semifinished
products, and ruble balance allocated to the corporation. These are all
inventoried and evaluated and affixed to the charter.81
The land, forests and water supply occupied or used by the corporation do not appear as part of the capital of the corporation, although their dimensions and a description are set forth in the charter
of the corporation for the purpose of record.82
In earlier years during the period of competition with private firms
created under the New Economic Policy, it was common for the
commissariat in creating the corporation to issue shares of stock which
were held.by the commissariat and represented its financial interest in
the corporation. This form was particularly common in the case of
corporations financed from property assigned to two commissariats, as
was the case with the corporation which operated the Soviet merchant
fleet, Sovtorg:flot, in which the Commissar~ats of Means of Communications and of Trade had equal interests.38
At the present time shares of stock are rio longer issued, as it
is felt that they constitute an unnecessary step in organization. If
stock is to be issued, merely to be held by the commissariat concerned,
the same result can be achieved by setting forth in the charter the
commissariat to which the corporation is responsible and fr'?m which
directions may flow.
Funds assigned to the corporation are deposited in the State Bank
to the corporation's_ account.84 Capital funds are provided in the
quantity believed necessary by the commissariat, in. agreement with the
Commissariat of Finance. These funds are made adequate to permit
the corporation to have sufficient resources to meet the obligations it
is expected to incur in the operations which it is expected to perform.
Thus, the cost of fuel, raw materials, equipment and supplies, and
labor are computed and funds provided for a working capital. This
fund is reviewed annually and its. size changed· if need be.
Decree of June 29, 1927, SoB. ZAK., 1927, No. 39, art. 392, par. IO.
Id.
88 See VsYA MosKVA, 1929, p. 429.
84 Financial duties of the State Bank as they concern government corporations are ,
set forth in the charter of the State Bank, Decree of July 12, 1929, SoB. ZAK. 1929,
No. 38, art. 333, par. 25 1 •
81

82

1 943]

SOVIET CORPORATIONS

In addition to capital funds, there are established from operating
receipts other funds. The most important is that for purposes of
amortization, which is accumulated by deducting a percentage of the
selling price of the product of the corporation to create the resources
for replacement of the equipment used in manufacture or trade. 85 The
fund for amortization is deposited in a special account by the commissariat. All amortization funds of corporations are mingled without
segregation in one account. The fund may be drawn upon to purchase
new equipment only in accordance with the directions set forth in the
annual financial plan approved by the commissariat.
From profits of the corporation, a fund must be set up for the
improvement of workers' conditions.80 This fund is deducted from
the profits of the corporation at the rate of ten per cent. It is used
to aid in paying for clubs, children's nurseries, libraries, community
laundries and baths. The funds are deposited in a special bank, and
may be withdrawn directly by the corporation in accordance with a
program approved by the labor unions concerned.
Internal Administration
Immediately after the revolution, the business of Soviet organizations was everywhere conducted through groups, meeting as boards
or committees, rather than through single responsible chiefs. Decisions
were taken by the majority and delays and indecision were often crippling in the operation of ,that organization. With the introduction of
the Five Year Plans the lack of centralized authority became more
apparent, and in the decree on the organizations of trusts, it was provided that the direct administration of an industrial enterprise under
the trust should be in the hands of a director, named and subject to
dismissal by the administration of the trust. 87 The director was given
the power to employ and dismiss all the administrative personnel of the
organization, and to assume full responsibility for the conduct of the •
affairs of the enterprise.
By decree of September 5, 1929,38 the Central Committee of the
Party defined the functions of the "triangle committee," which was
composed of representatives of the administration, the Communist
Party cell in the enterprise and the labor union. This committee had
85

Order of All-Union Council for National Economy, U.S.S.R., No. 537, dated
, March 28, 1928, SBoRNIK PRIKAZov, 1928, No. 12.
86
Decree of June 27, 1928, SoB. ZAK. 1928, No. 43, art. 387.
87
Decree of June 29, 1927, SoB. ZAK. 1927, No. 39, art. 392, par. 27.
88
PRAVDA, Sept. 7, 1929, No. 206.
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to be consulted in the event of changing the work of an employee or
in dismissing him, but the committee's Party and labor union members
could not prevent the administration from acting. These members
could only appeal to higher organizations. In 1937 even this restriction on the administration was removed when Stalin denounced the
committee as an outmoded form. Thereafter the only appeal of the
employee was to the labor inspectors and the courts, as set forth in the
Code of Labor Laws.
The privilege of acting without interference carries with it serious
responsibilities. A director is held responsible under the criminal code
if his enterprise produces goods which are below the standards set for
the industry.39 Penalties for this offense have been increased since
the outbreak of the present war to a term of from five to eight years'
imprisonment.40 The director is, of course, r~sponsible under the criminal law if he embezzles government funds under his control or misappropriates any of the property of the enterprise.41
Contractual Relationships
As a juridical person the government corporation is given the right
to make contracts wjth other government corporations, or with individuals. By decree of February 18, 1931,42 government corporations
are required ·to execute purchases and sales through the medium of
written contracts. Most of these relationships between government
corporations are carried on in execution of the state economic plan, so
that contracts become a means of formulating the detailed relationships
called for in the plan's general terms.
Contracts may be of two types, general contracts between the top
organizations, and local contracts made between the lower echelons
to fulfill the terms expressed in the general contract.43 Recently, the
"direct" contract between the corporations concerned, without reference to a general contract on higher levels, has become of primary
importance. 44 Contracts must be precise in their terms, setting forth in
Criminal Code, R.S.F.S.R., art. 128-a.
Decree of July 10, 1940, VED. VERK. Sov., S.S.S.R., No. 23 (86), July 20,
1940, p. 1., approved by the Supreme Soviet of the U.S.S.~., at its Seventh Session,
Aug. 7, 1940, id., No. 28 (91), Aug. 22, 1940, p.1.
41 Criminal Code, R.S.F.S.R., art. 116.
42 SoB. ZAK., 1931, No. 10, art. 109.
43 Decree on executing contracts for the year 1934, Dec. 19, 1933, SoB. ZAK.,
No. 73, art. 445·
44 Decree on executing contracts for the year 1936, Jan-. 15, 1936, SoB. ZAK.,
No. 3, art. 27.
89

40
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detail the description of the goods, the quantity, quality, price and
period of performance. A provision shall be included for the payment
of fines, penalties and damages in the event of delayed performance
or failure of performance. Amendments to the contract are permissible only when both parties agree, and when such amendments are in
keeping with changes in the over-all plan of national economy.
Soviet law provides an interesting feature in that it allows for the
presentation to the arbitration tribunals, to be described later, of conflicts of opinion as to the terms of a contract required under the
economic plan. 45 In a system of economy where an economic plan
controls freedom of selection, it is essential that each agency take the
steps contemplated in the 'plan. If for any reason dispute arises to
threaten the completion of these steps, it must be resolved or the essential link in the plan which the contract is to constitute will be lacking, and the entire plan may fail.
The Civil Code establishes the principles of contract law. 46 These
general principles are that a contract over five hundred rubles in value
must be in writing and executed by persons enjoying legal rights. 47
Contracts executed through fraud or under duress are inoperative, as
are contracts which are in violation of the law or are clearly against the
interests of the state. Contracts between a government corporation and
an individual must not only be in writing but notarized if they concern
one thousand rubles or more, or unless they concern sales for cash,
insurance, transfers of author's rights, storage, sales of articles on
commissions through government stores and in some additional cases.
Although Soviet law does not recognize the requirement of formal
consideration found in Anglo-American law, it does provide that a
contract which is clearly without value to one of the parties shall not
be enforcible.48 In practice this principle is applied in much the same
way as the rule requiring consideration, although it may not be satisfied in a formal manner.
45
Decree on executing contracts for the year 1934, Dec. 19, 1933, SoB. ZAK.,
1933, No. 73, art. 445, par. 25. Incorporated by reference in laws relating to contracts
for subsequent years, as, for example, Decree on executing contracts for the year 1936,
Jan. 15, 1936, SoB. ZAK., No. 3, art. 27, par. 7.
46
See esp. arts. 26-51, 106-151, 180-205.
47 By decree of Feb. 18, 1931, SoB. ZAK., 1931, No. 10, art. 109, government
corporations were required to put contracts in writing regardless of the amount of
money involved.
48
Civil Code, art. 3 3.
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Arbitration
Contracts between government corporations are not enforced
through the regular courts but by the arbitration tribunals constituted
for this purpose. If enterprises are under the control· of the same
commissariat, disputes are settled "within the family" by a special
arbitration tribunal created by and responsible to the commissar.49 If
the enterprises -are subject to the control of different commissariats,
their disputes are subject to the jurisdiction of the state arbitration
system. If the dispute involves a foreign :firm, it is subject to the
jurisdiction of a special arbitration tribunal of the All-Union: Chamber
of Commerce. 50
Jurisdiction of the state arbitration system is defined as including:
"All disputes over 'the execution of a contract, over the quality of
goods, and also other property disputes between institutions, enterprises and organizations of the socialized sector." 51 Certain clasess of
disputes are withdrawn from its jurisdiction and given to the regular
civil courts. In addition to the disputes between corporations under the
-supervision of a single commissariat, disputes do not go before the
state arbitration system when the State Bank is one of the parties, or
when the subject matter of the dispute concerns the collection of taxes.
Also excluded are disputes over the payment for communal services
enjoyed under a lease, or claims under a contract calling for railroad
or water shipment, unless this contract was made under the terms of
a general contract calling for mass planned shipments. In addition to
these explicit exclusions there is -a blanket exclusion of disputes otherwise falling within the jurisdiction of the tribunals but involving less
than one thousand rubles.
Arbitration tribunals are considered merely as another form of
civil court, unique only in their special ~uitability to handle disputes
of a commercial character' between state institutions. 52 Strict rules of
proc_edure are followed.
Three classes of tribunals have been created to ensure speed of
decision and familiarity with local problems.53 The tribunal set up by
the Council of People's Commissars of the Union exists solely to hear
two types of disputes: where one of the parties ranks as an enterprise
1

Decree of April 26, 1935, SoB. UzAK., 1935, No. 13, art. 136.
Decree of June 17, 1932, SoB. ZAK., 1932, No. 48, art. 289.
51 Decree of May 3, 1931, SoB. ZAK., 1931, No. 26, art. 203.
52 See Z. Shkundin, "Making Precise the Rules for Hearing Arbitration Disputes,"
ARBITRAZH, No. II-12, p. 2 at 3 (1938).
58 Decree of May 3, 1931, SoB. ZAK. 1931, No. 26, art. 203, par. 4.
49
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of federal importance; or where each of the parties has its place of
business in a different one of the republics which constitute the union.
Even in these two types of cases the dispute must involve fifty thousand rubles or more.54
The second class of tribunal is located in the capital city of each
of the republics of the union. It is created by the Council of People's
Commissars of the Republic concerned and hears disputes in which one
of the parties is of republic importance or in which each of the parties
has its place of business in a different province of the republic. Even in
these cases the dispute must involve twenty-five thousand rubles or
more.
In each province, whether it be organized as a geographical division of the republic or as an ethnographic, partially autonomous unit,
the Central Executive Committee of the province crea-tes a tribunal to
hear all disputes under twenty-five thousand rubles. Disputes excluded from any class of tribunal because of the insufficiency of the
amount of money involved go before the tribunal having jurisdiction
of the sum involved, regardless of the character of the parties.
This system of three classes of tribunals is not like a three-stepped
court system, in that no tribunal is subject to the appellate jurisdiction
of a higher class of tribunal. Under the law the decision of each
tribunal is declared to be final. 55 In fact, however, there is a form of
administrative appeal, as the chief arbitrator of the tribunal may suspend a decision or order a rehearing, or the governing body which
created the tribunal and personally named its arbitrators may abrogate
the award. 66
•
The central figure of an arbitration commission is the arbitrator
with the deciding vote. He is chosen for each case from the permanent staff of the tribunal by the chief arbitrator. A representative of
each of the disputing parties must also sit on the commission. It is
preferred that this representative be the director, but in many instances, the legal adviser of the director appears. No representative
need appear for the parties if the commiS3ion deems the matter sufficiently clear from the documents submitted and there is no dispute as
to the facts.
·
Instigation of proceedings is not dependent upon the parties alone,
but an arbitrator may call a session if he believes the economic welfare
54

Decree of March 4, 1938, SoB. PoST., 1938, No. 8, art. 52.
Decree of May 3, 1931, SoB. ZAK., 1931, No. 26, art. 203, par.
56
Id., par. 12.
55
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of the state demands it. 57 Arbitrators have the task not only of being
a reference point for disputes,.but to see to the fulfillment of the state
economic plan. If they find in their work that one or another party
is indulging in harmful practices, they are required to notify the commissariat concerned and even to notify the state prosecutor if criminal
activity is involved.° 8
Execution of the award is placed in the hands of the parties themselves, although it must be executed in the period set by the arbitrator. 59 If the decision is not executed voluntarily, the arbitration office
enters its order at the State Bank for the transfer of funds under the
award. The account of the losing party is debited automatically. In
addition, proceedings are instigated against the responsible officials of
the enterprise failing to perform, and they may be subjected to disciplinary action or even prosecution. Government corporations are
responsible for their debts to the extent of the property allocated to
them except that the buildings and instruments of production or trade
may not be subjected to the creditor's claim.00
Awards must be based upon the law as defined in special acts of
the Supreme Soviet, or orders of its Presidium or Council of People's
Commissars, or upon the published instructions of the various commissariats, and references to these· laws must appear in the award. 61 General principles of Soviet law apply when instructions give no guide.
Selected decisions are published in an official journal to guide arbitrators.62
Due to the fact that contracts are made to implement the provisions
of the economic plan, performance of the contract, and not damages
alone, is the ultimate aim of any arbitration procedure. Payment of
damages, while helping the injured party to balance its accounts, will
not aid the country in achieving its economic goal. Each unit in the
plan must perform if the various aspects of the plan are to dovetail.
In keeping with this principle, arbitrators seek to encourage performance unless it is so late in the year that the following year's plan has
already taken account of the failure.
Id., par. 2.
Id., par. 9.
59 Id., par. II.
6 °Civil Code, art. 19.
61 Decree of May 3, 1931, SoB. ZAK., 1931, No. 26, art. 203, par. 8.
62 Appearing bimonthly in the period prior to World War II, under the title
57
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Accounting

During the years of militant communism from l 9 l 7 to l 922 before the introduction of the New Economic Policy, industries and trading organs were considered part of a communal fund from which
money was advanced when needed and returned when accumulated
beyond immediate needs.68 It was as if each industry were but a pocket
in the government's suit of clothes, and it made no difference which
pocket the money was moved from or to.
With the introduction of the New Economic Policy, it was found
necessary to introduce a corporate accounting system which would
permit the government corporations to compete with private agencies
and know how successful the competition was. 64 At this time, assets
were segregated for each corporation, separate bank accounts were
opened, and bookkeeping records were introduced. With the development of the system of contractual relations implementing the national
economic plan, and suits for damages and fines for failure to perform
such contracts, strict accounting became even more important as a
means of recording the effect of these actions. The profit and loss
statement of the corporation became a reflection of the success or failure of the management.65 Accounting became a means of state economic control.
At first only the corporation as a whole was on a profit and loss
basis. Later, in 1931, the system was introduced for each unit of operations, each department or each shop. Goods were charged in at a
price fixed by the management and charged out at a price fixed in like
manner. For the corporation, the cost of goods it received was determined by the planning agencies of the government, and the issuing
price was likewise determined, taking into account cost of raw materials,
wages, cost of plant, depreciation and the other factors common to
accounting practice.
If the profit and loss statement of a corporation shows a loss when
it is filed monthly and at the end of the year with the Commissariat
of Finance to which the corporation is responsible, and with the cor~
poration's branch of the State Bank, as required by law,66 either of two
63 See
PRAVO 79
64

B. M.

RuBINSHTEIN, SovETSKOE KHozyAJSTVENNOE

I

GRAZHDANSKOE

(1936).
Decision of IXth Congress of Soviets, 1922, SoB. UZAK, 1922, No. 4, art. 43.
65
By decree of Aug. 7, 1931, SoB. ZAK., 1931, No. 50, art. 329, it was required
that balance sheets be published annually in the Economic Journals.
66
Decree of July 29, 1936, SoB. ZAK., 1936, No. 42, art. 359.
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conclusions may be drawn. The management has not come up to
expectations, or the planned prices are at fault. A review is made by
the commissariat to determine which is the case. If profits are larger
than expected, either the management has proved more efficient than
anticipated, or prices were erroneously set. A review will likewise
determine the cause. If the corporation operated about as expected,
no review is required although one may be made at infrequent intervals. By introducing this state accounting system, the government
inaugurated a method of automatic control requiring inspection only
in cases of unexpected variation from the anticipated result. It also
introduced a record which management could affect by good or bad
work and thus provided an incentive to greater personal effort.
Uniform accounting forms are prescribed by the Commissariat o~
Finance, and manuals of instructions are issued for the bookkeepers
and accountants of the corporations.67
Soviet economists and lawyers are quick to deny that the system
of accounting introduces capitalism.68 They emphasize that the basic
purpose is not to .rp.ake a profit on an investment but to control the us·e
of state property. It is a means of controlling inflation of the ruble,
since it makes it possible for the government to know at a glance which
corporations are returning to the state the assets assigned to them for
administration. If a corporation continues to show a loss, the planning agencies of
the government will decide whether the work of the corporation is so
important to the national economy that it should be fostered, even at
a continuing loss to the state. Thus, the various agencies of heavy
industry are carrie~ on even though profit is not shown during early
years of operation. On the other hand, a consumer's goods factory
making perfume may be liquidated if losses continue, as it may be
considered unnecessary in the national plan if it is to be a drain on state
funds. In the event of a decision to liquidate, procedure will be followed as described below.
"
If additional funds are provided a corporation, they are given in
the form of loans from special banks created for the purpose and
specializing in the study of unprofitable corporations.69 Some of these
banks make short term credits if this is needed to permit the purchase
67 See Instructions of the .Commissariat of Finance of July 29, 1936. SoB. ZAK.,
1936, No. 42, art. 360.

68 See
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of raw materials which become available only seasonally. These banks
supervise the use of these funds and the repayment during the ensuing
year as the raw materials are placed in production. Others make longer
term credits for the construction of capital additions to plant. They
may arrange for repayment in keeping with the ability of the corporation to make profits with these added resources or they may disburse
government funds which are to be used for new construction, without
necessity of repayment by the corporation. All other financing is carried out by the State Bank, which is directly responsible to the Council
of People's Commissars. Commercial financing is the major activity
of the bank, which has branches in every locality.70 A shipper delivers
the bill of lading together with a draft to his local office of the State
Bank, which forwards the draft and the documents to the local office
of the bank at the buyer's place of business. Drafts may be sight or
subject to acceptance and payment in a limited period of time. If
necessary, the bank will discount the draft upon receipt from the shipper when the financial situation makes such action desirable. If the
buyer is traditionally delinquent in paying, the bank can refuse to
discount the draft. In this way, pressure is brought to bear on po.or
managements by those who must deal with them.
Taxation

The tax structure for state corporations was simplified in the early
193o's,11 so that there are two basic taxes, one upon turnover and the
other upon surplus profits. Local taxes are exacted for the use of
buildings belonging to a local administrative unit, or for the use of
nationalized land. These taxes take much the same form as rent in
other economies, although Soviet jurists would be quick to explain the
difference in principle between rent as a means of gaining profit from
real property and a tax used as a means of accounting between the state
and its own organs who use the property of the state.
The turnover tax is placed upon a percentage of the sale price of
the product of the state enterprise. If the enterprise is a service enterprise, the tax is a percentage of its receipts. 72 The tax varies with the
article concerned, and serves not only as a source of income for the
state, but as a means of controlling consumption. Items which are
demanded by the population, but on which consumption is discouraged,
70

The charter of the Bank is published in SoB. ZAK. 1929, No. 38, art. 333.
Decree of Sept. 2, 1930, SoB. ZAK., 1930, No. 46, art. 476.
72
Decree of Aug. 3, 1931, SoB. ZAK., 1931, No. 49, art. 326.
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such as vodka, bear a very high tax. Clothing, on the other hand,
bears a very low tax. The tax is computed from turnover reports
made at short periods by the enterprise to the local office of the state
bank, and is paid to the bank. At the end of the year, a final return
is filed to correct the account for the year. Review of the returns to
establish accuracy is a task of the inspectors of the treasurer's office of
the region or city in which the corporation is located. These inspectors
have full power to demand the presentation of original documents to
support the return. ·
The turnover tax accounted in prewar years for approximately
three quarters of the national revenue and was the basic tax.
Surplus profits are taxed in accordance with a law of 1931,13 as
amended in 1936.74 The tax is exacted only when the profits of the
enterprise exceed the plann~d needs of the enterprise. The tax is not
computed until amortization as well as worker's social funds and
bonuses have been deducted from the profits. In the case of corporations having no need for capital expansion, these taxes amount to from
ninety-six to ninety-eight per cent of surplus profits. The tax accounted for about ten per cent of the national revenue in prewar years.
Payment of taxes is enforced in the following manner. A delinquent pays a fine computed at the rate of one twentieth of one per cent
for every day's delinquency. Local financial organs may attach the
bank account of the enterprise, or funds owed to it by other enterprises,
or funds in its own cash dr:awer or raw materials on which it is working.
Su~h action is not favored except in extreme cases, as it may prevent
the completion of an order which is an essential part of the fulfillment
of the national plan. Attachment in these instances may be carried out
on administrative order, as an exception to the usual rules relating to
attachment of property of citizens, which can be effected only on court
order.
Liquidation
Liquidation is never automatic when assets diminish to the point
where they are not sufficient to meet obligations. In a planned
economy, the decision to continue an enterprise is made by the planning
agencies and requires the approval of the Council of People's Commissars under whose jurisdiction the corporation has been operating.75
Even if an enterprise is unprofitable, it may be necessary for the state ·
Decree of Sept. 3, 1931, SoB. ZAK., 1931, No. 57, art. 367.
Decree of April 19, 1936, SoB. ZAK., 1936, No. 20, art. 170.
75 Decree of March 27, 1936, SoB. ZAK., 1936, No. 18, art. 151.
73
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to continue it with subsidies. Large enterprises are never liquidated
in the Soviet Union because of insufficient funds, and the provisions
of the law are applied only in the case of smaller enterprises, unless
merger of large enterprises is contemplated and liquidation of existing enterprises to permit the merger is required.
Liquidation is under the supervision of a court if assets are insufficient for all creditors. The court appoints a liquidating committee,
on which a representative of the local financial organ must sit. 76
Creditors are paid off in the order of preference set forth in the code
of civil procedure, which establishes preferences as follows: 77 (a)
wages and workmen's claims based upon the code of labor laws,
alimony payments deducted at source under the law, claims of the
labor unions for support of local committees; (b) central and local
taxes and penalties for nonpayment of them, claims of insurance agencies; ( c) claims of other state enterprises and co-operative enterprises
and fines of all kinds, as well as claims of labor unions, not listed
above; (d) all other unsecured claims.
If liquidation occurs because of planning reasons and not because
of insolvency, it may be conducted by the administrative organ to
which the corporation is responsible, and without reference to a court.78
A liquidating commission is created by the administrative organ to
close up the affairs of the corporation. 79 It must immediately publish
notice of liquidation. If this commission discovers, in fulfilling its
duties, that the corporation is insolvent, it must notify the court within
a week so that a court action may be commenced.
Consumer Control
Two types of state control have already been mentioned. Criminal
laws are designed to provide a means of punishing management which
is malicious or criminally negligent. Prosecutors have the duty of
enforcing these laws and investigating where such seems necessary.
The accounting requirements attract the attention of financial inspectors when managements are inefficient. These systems of state control
are deemed necessary and effective, but there is one more form of
control which .has been used by Soviet planners. It is the control which
Code of Civil Procedure, R.S.F.S.R., art. 442.
Id., art. 266.
78 Explanation of the Supreme Court of the R.S.F.S.R., July 19, 1926, SBoR.
RAz. VERKHSUDA R.S.F.S.R., 1935, p. 31.
79 Order of the All-Union Council of National Economy, No. 564, April 7, 1927,
SBoR. PR1KAZov VSN KH. S.S.S.R., 1928, No. 13.
76
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can be exercised by consumers who can indicate their preference for
the best products by rejecting those which are not as good.
Unfortunately, for the complete operation of the consumer control
system, there have been few years in the history of the Soviet Union
when consumer's goods have been sufficiently plentiful to permit the
consumer to select. He has usually been fortunate to find all types of
goods on the shelves of the store, much less a supply containing the
manufacture of several factories producing the same type of commodity, but in the years of the late 193o's when conditions were best,
the system showed signs of its possibilities.
Factories are not nonentities, and trusts and enterprises do not
operate without public recognition. By law each is required to place
its name upon its products,80 and it may also develop a brand name or
trade mark,81 to which it is given exclusive right of exploitation. The
public learns these brands and lqiows that canned. chicken from the
Moscow factory is better than canned chicken from the Leningrad
factory~ At the, end of the accounting_ period, sale of the Moscow
chicken will exceed the Leningrad product. More orders are placed
on the Moscow factory. Its business mounts, and its profit and loss
statements reflect the situation. Management is rewarded, and funds
for improvement of worker's services are larger. In the Leningrad
plant, on the other hand, ·the produce is not entirely sold, and some
may even be returned from retail outlets. New orders do not pour
in from the government retail outlets. Managers of retail outlets
complain about the product. Profit and loss statements reflect the
situation, and trouble shooters are brought in. The consumer has
spoken and has provided the verdict of the public taste~
Violation of the right of brand names and trade marks is cause for
suit in court or in the arbitration tribunal to recover profits or to obtain
a decree forbidding further misuse. In unusual cases, ~riminal prosecution may follow. To be protected in this manner, the marks must
be registered with the commissariat concerned.82 The Commissariat of
Health is the place of registry for drugs and medical instruments, the
Commissariat of Trade for items of consumers' goods, and the commissariats of the various types of heavy industry for the goods of heavy
industry. Corporations having an export trade may use a special brand
name or mark for products sold in this trade, which may di:ffer from
Decree of June 22, 1927, SoB. ZAK. 1927, No. 40, art. 395.
Decree of Mar. 7, 1936, SoB. ZAK. 1936, No. 13, art. II3. This decree was
preceded by the Decree of February 12, 1926, SoB. ZAK., 1926, No. II: art. So.
82 Decree of March 7, 1936, SoB. ZAK., 1936, No. 13, art. 113, par. IO.
80
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the name or mark used for the same products when sold in the Soviet
Union.

Sum-mation
Soviet government corporations have developed as independent
juridical entities to manage property owned by the state. They are
not nonentities. Each has its own charter, its own trade name, its own
capital, its own balance sheet and profit and loss statement. Each has
a director with independent powers of control, subject only ·to supervision by superiors and to rigid disciplinary measures, if his corporation
fails. Each is responsible to the commissariat which has created it,
and performs its functions in keeping with the national economic plan.
Each must abide strictly by the law.
Relations between government corporations are contractual, and
disputes are settled before state arbitration tribunals. Penalties take
the form of fines and damages which are automatically deducted from
bank accounts if they are not promptly paid.
Taxes are exacted by local authorities for th~ use of facilities, such
as buildings and land, and by central authorities on turnover and profits
in excess of the profits expected under the plan.
The whole system is the development of twenty-five years of
experimentation in the management of state-owned property. The
development is of interest to Americans in showing how the Soviet
jurists have provided for the fostering of personal initiative and for
the control of inflation, while still retaining state ownership of the
means of production as a cardinal principle of the Soviet state.

